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C O U N C I L  C O M M U N I C A T I O N  

TO: THE CITY COUNCIL 
FROM: THE CITY MANAGER'S OFFICE 

COUNCIL MEETING DATE 
JUNE 20, 1990 

SUBJECT: CONSIDERATION OF PROPOSAL TO REFINANCE LOO1 MEMORIAL HOSPITAL BONDS AND 
RELEASE OF CITY'S INTEREST THEREIN 

PREPARED BY: City Attorney 

RECOMMENDED ACTXON : Consideration o f  proposal t o  r e f f  nance Lodi Memorial 
Hospital bonds and release o f  Ci ty 's in te res t  therein. 

BACKGROUND INFORMATION: As explained i n  the attached l e t t e r  from bond counsel 
John R. Myers w i th  the f i rm o f  Orrick, Herrington 
ll Sutcl i f f ,  the City o f  Lodi i n  1979 l e n t  i t s  status 

as a municipal corporation t o  the Hospital f o r  the purpose o f  issuing cer ta in  
revenue bonds with which the emergency care wing was bu i l t .  The City was i n  
no way a par t ic ipant  i n  th i s  bond issue, and i s  not responsible f o r  e i t he r  the 
pr inc ipal  o r  in terest  on these bonds. It was simply necessary under In ternal  
Revenue Service rules for a public agency t o  "sponsor" such bonds. 

Lodi Memorial Hospital i s  now attempting t o  refinance these bonds w i th  a 
pr ivate issue for the purposes o f  doing fur ther  construction and the possible 
acquisi t ion o f  Doctors' Hospital (although that  i s  not a cer ta in ty  a t  t h i s  
time). This requires the City 's approval, since under the or ig ina l  bond 
issue, i t  was st ipulated that  the City would hold t i t l e  t o  the emergency room 
f a c i l i t i e s  upon maturity o f  the bonds i n  the year 2020. However, i t  was 
apparently never contemplated that the City would actual ly  take over operation 
o f  t h i s  port ion o f  the Hospital, nor that  we ever fntended t 3  actual ly become 
involved i n  the running o f  the f a c i l i t y .  This was a mere formal i ty ,  and the 
City i s  not giv ing up anything o f  value by authorizing th is  transaction. 

I n  effect, the attached Acquisition Agreement and Resolution operate as a 
Quitc laim deed, simply conveying back t o  the Hospital any and a l l  r i g h t  o r  
t i t l e  the City might have had t o  the f a c i l i t i e s  upon the maturity of the bonds. 

I t  i s  my understanding that bond counsel John Meyers w i l l  be present a t  the 
Council meeting o f  June 20, 1990 to  answer any further questions the Council 
may have. 

Respectfully submitted, 

Ci ty  Attorney 

BM: vc 

cc: City Manager 
City Clerk 



RRICK, HERRINGTON 
& SUTCLIFFE 

Dunr Dwl 

916/329-7903 
May 25. 1990 

City Council 
City of Lodi 
22Z West Pine Street 
fndi. California 95241-1910 

Re: &di Memorial Hospital 

Ladies and Gentlemen: 

We served as bond counsel in 1979 in connection with the issuance of 
revenue bonds (the "1979 Bonds") by Lodi Memorial Hospital to finance its 
improvement and expansion program. 
possible rates, the Hospital requested the City to sponsor the issuance of the 
btmds under the provisions of Revenue Ruling No. 63-20 of the Internal Revenue 
Service. Through this sponsorship, the City enabled the Hospital to borrow at 
tax-exempt rates, although the City had no legal or moral responsibility to 
pay debt service on the 1979 Bonds. 
Hospital to obtain t h e  advantage of these lower rates (although a state 
agency, the California Health Facilities Financing Authority, has since been 
formed and given this power) . 

In order to borrow funds at the lowest 

In 1979, no other method existed for the 

The Hospital has now determined to refund the 1979 Bonds, primarily 
to remove restrictive covenants contained in the bond documents. The 
financing will be through the California Health Facilities Financing 
Authority, and will include the financing of tho purchase prico of Doctor's 
Hospital of Lodi (if the Hospital is the successful bidder) and certain 
equipment acquisitions aL the Hospital. 
financing. 
the refunding title to the portion of the Hospital's facilities that were 
financed with the proceeds of the 1979 Bonds will be automatically transferred 
to the City. But for the refunding, this title transfer would not occur until 
the 1979 Bonds were retired. 

!be City will mt be involved in this 
Due to a requirement in Revenue Ruling No. 63-20, however, upon 

The Hospital is requestin9 the City to approve the transfer of the 
City's interest in the health facilities to the California Health Facilities 
Financing Authority, which will then lease the health facilities to the 
Hospital and rely on the lease payments to pay debt service on the new bonds. 
(Obviously, without this transfer it will be very difficult for the Hospital 
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A RESOLUTION OF THE LODI CITY COUNCIL 
AUTHORIZING THE EXECUTION AND DELIVERY OF 

AN ACQUISITION AGREEMENT GIITH THE 
CALIFORNIA HEALTH FACILITIES FINANCING AUTHORITY 

AND CERTAIN OTHER ACTIONS IN CONNECTION WITH 
THE TRANSFER OF TITLE TO LODI MEMORIAL HOSPITAL 

WHEREAS, Lodi Memorial Hospital (the "Hospital") previously 
issued $8,000,000 aggregate principal amount of its revenue bonds (the 
"Bonds") for the purpose of financing certain improvements and 
addit ions t o  the Hospital's faci l i t ies;  and 

WHEREAS, i n  order for  interest on the bonds t o  be exempt from 
federal income taxation, the City served as the sponsor o f  the Bonds i n  
accordance w i t h  Revenue Ruling No. 63-20, although the City was not 
obligated to pay the principal of or interest on the Bonds; and 

WHEREAS, the Hospital now intends t o  refund the Bonds and, i n  
connection therewith, t i t l e  to a portion of the Hospital 's fac i l i t ies  
will be transferred t o  the City i n  accordance w i t h  Revenue Ruling No. 
63-20; and 

WHEREAS, the Hospital has requested the City t o  transfer t i t l e  t o  
such faci l i t ies  t o  the California Health Facilities Financing Authority 
i n  order t o  ass is t  i n  the refunding o f  the Bonds; 

NOW, THEREFORE, BE IT RESOLVED BY THE LODI CITY COUNCIL, 
as follows: 

Section 1. The City Manager o r  his designee is hereby directed, 
for  and on behalf of the City, t o  take such action as may ba required 
to convey t i t l e  to  any faci l i t ies  received from the Hospital i n  
connection w i t h  the refunding of the Bonds t o  the California Health 
Faci 1 i t ies  Financing Au thori t y  including without 1 imitat ion 
execution of a quitclaim deed and bill  of sale and execution of an 
acquisition agreement w i t h  the Authority i n  substantially the form 
attached hereto as E x h i b i t  A. The consideration f o r  such transfer 
shall be equal t o  the amount necessary t o  cause the Bonds t o  be 
refunded, such amount t o  be applied t o  the refunding of the Bonds. 

Section 2. The C i t y  Manager o r  his designee are authorized t o  
execute any and a l l  documents and t o  take any and a l l  ac t ion  w h i c h  may 
be necessary t o  effectuate the purposes o f  this resolution. 

Dated: June 20, 1990 
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ACQUISITION AGREEMENT 

MIS AGREEMENT, red in to  as o f  

of t h e  State of California ( the *Authority*); 

U I T N E S S  E T H :  

WHEREAS, Lodi Memorial Hospital ( the  "Hospital") previously issued 

$8,000,000 aggregate principal amount o f  i t s  revenue Bonds (the "Prior 
i 
i Bonds") for the purpose of financing certain improvements and addi t ions  to  

the Hospital 's facil i ties; and 

WHEREAS, pursuant t o  the terms o f  the Prior Bonds, the City has the 

option t o  acquire t i t le  to  the health f a c i l i t i e s  financed w i t h  the proceeds 

of t h e  Pr ior  Bonds (the "Health Faci l i t ies")  upon payment o f  an option 

price equal t o  the amount necessary t o  r e f d  the Prior Bonds; and 

WHEREAS, the Authority has authorized the issuance o f  i t s  Hospital 

Revenue Bonds ( todi  Memorial Hospital) , Series 1990A {the "Bonds"), f o r  the 

purpose, among other th ings ,  o f  p r o v i d i n g  funds t o  acquire the Health 

Facilities from the City following the exercise of the Ci ty 's  option; and 
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WHEREAS, the City has determined t o  sell the Health Facilities t o  the 

Authority; and 

WHEREAS, the Au 

Facilities from the C i  

t o  a Lease Agreement, dated as 

Agreement"), by and b en the Ruthori  t y  and 

NOW, THEREFORE, IN CONSIDERATION OF THE 

AGREEMENTS AND COVENANTS CONTAINED HEREIN AND FOR OTHER GOOD AND VALUABLE 

CONSIDERATION, THE PARTIES HERETO AGREE AS FOLLOWS: 

Section 1. Acquisition o f  Facilities. The City hereby agrees to  

sell t o  the Authority, and the Authority hereby agrees t o  buy from the 

City, a l l  r igh t ,  t i t l e  and interest o f  the City i n  and t o  the Health 

Facilities, as set forth i n  Exh ib i t  A hereto. The City shall execute and 

deliver a quitclaim deed conveying t i t l e  t o  the real property port ion of 

the Health Facilities and a bill of sale conveying the personal property 

portion of the Health Facilities to the Authority on the date o f  issuance 

o f  tne Bonds. 

Section 2. Acquisition Price. I n  consideration o f  the purchase by 

the Authority of the Health Facilities from the City, the Authority hereby 

agrees t o  pay a purchase price equal t o  5 on the date of the 

issuance o f  the Bonds, which s h a l l  be used by the City t o  exercise i t s  

op t ion  t o  purchase the Health Facilities from the Hospital. 
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Section 6. Severability. I f  any provision of this Agreement shall 

be held invalid or unenforceable by any court of competent jurisdiction, 

such holding shall not invalidate or render unenforceable any other 

provision hereof . 3 

I 
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I N  WfTNESS WHEREOF, 

ALICE M. REIN HE 
City Clerk 

Approved As To Form: 

.: 
I 
: 

~ M c W A T T  
City Attorney 

AGRLMH/TXTA,OlV 
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